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INTRODUCTION ' " - . . ' " • 

Materials packaged here ificlude a. developmental version of a ^ 

- *> • • . *■ 

50-item multiple choice test designed for use at the high SQhool 

* > ' / 
1-evel , a list of proposed beh-avioral objectives, and a list^of 

suggested toT^ic ti tles and major' fcJcus concepts designed for use 

in high school free enterprise education courses being offered 

in accordance with the intent of Texas House Bill 1118. These 

materials are provided in the. hope that thej^ my prove useful 

to teachers of free enterprise education M'n Texas and elsewhere. 

Jhe sequence of materials included 'is'^ as follows: 

Appendix A: Suggested Behaviorarl Objectives for Guiding 

Stu<jents' Learning in Free Enterprise ] 
Education, 

^ Appendix B: A Selection of Major Topics and Concepts in 

Free Enterprise Education ] \ 

Appendix C: Relationship of Individual Test Items to Con- 
' ' • Cepts in Free Enterprise Education \ . 

Appendix D: A Matrix of Proposed Behavioral Objectives, . 

Major Topics and Concepts, and Test' Item . » 

Numbers from 3 Developmental Version of 
^ ' . ' a test for a Program in- Free Enterprise 

Education Consistent with the Intent of v 
. . Texas House Bill 1118 , ' ' 

Appendix E: A* Developmental Version of a 50-Item Test in , 
, , Free- Enterprise Education -(Includes Answer Key) • 

MATERIALS DEVELOPMENT BACKGROUND 

These materials developed as. part of a Texas A&M University College 

of Education l^esearch grant entitled "Development of 'Behaivioral Objectives 

and Test Items on 'Free Enterprise and Assessment of "Free Enter4)rise* \ 

Training's Impact on Unjderstandings of (1) Teacffers taking the Tr-aini1ig 

and (2) Secondary Students in' those Teachers' Classes, This portion of 

this two phase project was completed between Janirary and August 1977. 
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, During June 1977, thirty-eight teachers • from throughout 
Jexas attendee! the Aniericati Economy Institute on the campus of * 
Texas A&M' University. The Aberipan ^Economy Institute provided 
participants with four weeks of intensive training in, economics 
as wen as in ijistructional material^ development. Economics training, 
accounting fdr about *two-thirds of the, dally three hours pf classroom 
Tjnstruction, was geared to providing participants with a background 
in economics consistent with their need' ta ^eacli free enterprise edu- 
cation courses developed as a consequence of House Bill 1118. A, 'V 
few participants had some previous backgroujnd in economics, but .most 

♦ 

came with \^y 1 imi ted aca,demic training in ttje area. Instruc4:ion- 
was premised on the assumption that participarfts had little prior 
formal training in this arq^. v . . 

. As preparation for thfe American Econorrt 'Institute, there was 
close cooperation ''between John Allen, Director of the American 
Economy Institute, David Armstrong, /Director of the^ollege o/"Education 
Research Project, and others involved' in the American Economy Institute. 
These discussions resulted in the» formulation pf a needs analysis of 
potenti^il teachers of free enterprise education having minimal ^^cademic 
preparation in tjjie area. i;his needs analysis process led to a careful 
formulation of topics for the American. Economy Institute th^it would 
{)arallel those likely to-be cov.ered by a teacher in secondary schools 
responsible for the free enterprise education course. Once these 
topics were identified, efforts turned to a consideration of important 
concepts to be highlighted. The fiVt^of concepts pro\tided here represents 
a distillation of this thinking*. Jhese concepts guided the instruction 
in the American Economy Institute and seem to hav^ possibilities for 
providingfdci for^free enterprise education courses in Texas secondary^ 
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schools. Finally, ^discussionS|^nK/ved on to consider behavioral objectives 

. that might prove suitable forlorienting instruction and learning' invfree 

enterpri.se education. The .list provided^.here *is ^essentially that which' * 

n^^as adopted to frajie' Instruction for the American Etonomy iRstLtute. The ^ 

list, seems to hold promis^^as w611. for use in secondary school courses 

in free enterprise education. ^ ^ ^ 

A ttest consisting of 105 multiple-choice items was developed -for 

' use by the 38 teacher-participants in the American Economy Institute, 

-Test construqtion v^as guided by the list, of id^tifled behavioral 

objectives and major concepts. This instrument ,y^as given twice, once 

as a pretest ort the fir^st day of j'rjstruction ancj once as a posttest 

at tl]e conclusion of the program. Kuder-Riehardson formula 21 reViabilityr 

. on the pretest administrStidn. was .9290 and on the posttest administration 

'was .8559. The somewhat Surprising reduction in the po5 ttest reliability 

-may have resulted from a "test fatigue'* factorV The posttest was given 

* after partiti pants cbjnplited another test instrument. 'No other test 

.was given along with the'*105-item instrument at the time o'f the pretest, 

/ T-tests were riin between pretest and posttest scores. Posttest scores 

.* » , * 

exceeded pretfest scores at a level significant beyond .01. 

Item analyses .werp conducted, following both -pretesting and^ 

post^testing. From this 105 test instr^rfinent, a smaller test of 

-50 items was wlect^. This was* accqmplished by elim.inating all 

items that on 'both tests, revealed negative point-by-serial correlations 

with total test scores'^^apd by rejecting, .when possible, items that, on 

both tests had point-by-serial correlations with total test scores 

below the level of +.30 arfd a.bove +,85. A few items were included 

tha-t violated these decision rules because- of a desire to include ^ 

questions focusing on all major concepts. .In a very few instances, 

• • ) 

an unbending adherence to the item selection rule would have resulted / - 



in somymajor concepts be+^a^un^sted. . ^ . . * . 

iV'^arigements have been made to use this,50-it«m test in classes ; 
with approximately T,OdO high school students enrollecl throughout 

Texas during 'the 1977-1978 school', yeawr. -Jhis.trial wil 1' provide jnow 

" - '. . * 

specific information, regarding the reliability of-thi$ instrument^i.th 

secondary sthool student^. Surely there will have-to tje some- revisions. 

• \ ^ " . ' ^ V ^ • V s- 

Thfe test, .as*provide(^here, must be recognized as stri/tly in b developmental " 

^tage. Interpretation of performance Should be undertaken cautiously. ' 

In another year, a more definitive instrument, ^QpfuTly, will be^ ^va>lable. 

* ' , ' . ; ^ . ' 

. .But, even in Hs present state. of evolution, tbe 50- item test may 

have- some value. Very few presently-available* tests haVe a specific \ i 

focus on the free-efiterprise component of the American economic system. 

Given this lack, this irvstrument may filj this void,-*if only temporarily,,^ / 

until a more completely researched version becomes available. , . • 

AVAILABILITY >QF THESE MATERIALS . - ' ' . . ^ • : 

Limited quantities of these mate»*ials are available,, at no Charge, 



from the fell owing: 



David G. Armstrongs ^ 
EDCI ' • 

College of EducatioTi ' 
texas A&M University 
College Station, TX 77843 



or 



John Allen ' • 
Director ' ' ' - 

Center for Education and Research in Free Enterprise 
Texas A&M University v ' ' 

1 College Station, TX 77843^ 



SUGGESTEi^EHAViORAL OBJECTIVES FOft^ GUIDING ^ 
STUDENTS' pRrNING IN FREE ENTERPRISE EDUCATION 
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SUGGESTED BEHAVIORAL objectives! FOR GUIDING , 
STUDENTS' LEARNING IN FREE ENTERPRISE buCATION- 



/ 



• li» Each student^wiTl point put central features of the "econofni.c ^ 

problem."' ' / ^ • . . 

' • * ' / ^ ' ' ' ' - . - 

2.^ lach student ^iTl define, arid describe relationships exisf,ing 
between the* concepts "scarcity" an* "opportunity cost/\ 

' ' g 3. *Ea[ch student will describe, producer and consumer incysntives in 
^ a free Tijiarket economy. ' ' 

4. Each student will-describe the operejMon of th^ "market mechari#5t!i." 

5. Each student will identify effects of profits and 1oss6s in a. 

' free market economy. ^ . * . ^ 

• • " 6. Each student wjll ppint out ,the scape and functions af property . ^ ^ 

.rights in a free maVket econqmy. . » " 

7. Each student will, define the concepts "supply" and "demand" and \ 
describe how changing relationship^ between suppTy and demand 
. affect prices^. ^ < * j , , . 

4 8. Each student will describe the role of prices in a free market . . 

• . economy. , * ^ I , , - 

9. Each student' will describe variabiles t6^ go together' to define. * 

a] "market str^ture," * 1 ' , 

10 Each student will compare and contrast economic systems in terms 
t • \ of their al locative efficiency. | ^ • * ' 

' ''^ 1 

\ . .11 Each student wi'*! expl-a1n how alterjiative priorities arfiong 

goals of society may affect the riiature of a given economic system,- 

12 Each student wiW evaluate the iflipact of governmental^ intervention 
« in the private sector. . ' ♦ ' * 

/ 13 Each student wilV define the ctfncfepts "l|k)r fome/ "full employment,"^ 

, • ^ and "unemployment." . , 

• , N 14 Each student will identify and describe measures of economic per- 

formance including "Gros^ National Product" and "Net Nationa-l 
Product.". . , ^ r . 



15 Each student will name selected data^sources where information 
relatiog to measures of,edonomlc performance can b^ found. ^ 

16'. Each. Student will identify levels o'f-rec^t rates^ q|. inflation ifA, ;/ 

•will describe the impact of both iiifl^tipn^an^ ^fVation on pr^^cbs- 
' , and purchasing power. ^ , , v' . \ ' \ 



1 



• I /- *> )• 
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•Each student -wi^l define and dtf.fereriti ate -among the concepts 
liaBnount,"">ateV' -'\index number," "real value," and "nominal 
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APPENDIX B : 



A SELECTION OF MAJOR TOPICS AND CONCEPTS 
' V IN FREE EHTERI^RISE EDUCATION 
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' . A SELECTION OF. MAJOft TOPICS AND ' 
* • CONCEPTS IN- FREE ENTERPRISE EDUCATION 

0 The Economic Problem * • ^ 

].] naturaU human, and ca*p>1tal resources 
1.2, scarcity and choice , • * " . 
/ 1.3- opportunity costs and trade-offs / 
0 Fre.e Enterprise- and thq Economic Problem - 

2.1 Incehtlves , 

2.11 producer and consumer 

2.2 market mechanism *^ • 

2.21 ' resource allocation ani prices ^ 

2.3 competition 

2.4 -^circular flow of Income - 
.2.5 role of prbflts andJosses 

2.6 .property rights and limited governmeht • ' - 
^ Supply > Demand, Markets > and Prices * ' * 
, 3.L market 

^.2 supply and demand m 
3'.2r shortage and surplus 

f ' . ; 

3.3 prices, wages, rents, interest rates 

3.4 market structure, . • 

3.5 "other things being equal" 

) Evaluation of the F^ree Enterprise System 

' 4 J goals of society* (freedom, efficiency, equity, 
\ . security, s;tability, growth) 

4.2 system performance . * 

4.2Jgr al locative efficiency 
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4.3 role of government i 
4.31 externalities 
5,0 Economic Performance: Measures and Dimensions 



^ 5.1 statistical concepts 



] 



'5.11 amounts, rates, and index numbers 
5.12 real versus nominal values 

5.2 production, employment, income, prices 
5.21 tabor force 

5.22^ ^ross national product and net national 
'.product 

5.3 Income distribution 



r 
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• . RELATIONSHIP OF INDIVIDUAL TEST 
ITEMS TO CONCEPTS IN FREE ENTERPRISE EDUCATION 



Topic Area. and Concepts 

1.0 The Economic Problem 

_ 1 .1 jiatural , human, and capital 
^ VjBsources 

1.2 scarcity and choice 

1,3^ opportunity costs and trade-offs 

2.0 Free -^Enterprise and the Economic 
Problem 

,'2,'l' incentives 

I 2,12- producjRr and consumer 

2.2 market mechanism , ' , 

2^21 , resource allocation and prices. 

2.3 competition . * ^ 

2.4 circular flow of iqcome - • . 

2.5 role of^profits and losses ' ^ 

310 Supply, temand. Markets, andl^rlces 
^ ' 3.1 market 

3.2 supply and demand • 
3.21 shortage and surplus 
^ 3.3 prices, wages, rents, interest rates 
3.4. market structure^ % ^ 
3,5 "other things being equal" 



Test Itenf Numbers 



••^.6 prqurty rights and limited govern- 
mer 



1 ' 

1, 37, 43 

3, 6, 7 

I 

4, 5 ! 
8 
9 

10, 11 
38, 42 
12 
14 ■ 

13, 34, 35, 36 
15 

16, ,39, 40, 44, 45 
17 

46 ' ' 



47, 50. 
41 



/I ' 

/• • 

Topic Area and Concepts. . Test Item Numbers 

4.0 Evaluation of the Free'Enterprise r 
System • . . 

4.1 goals of. society (freedom, 
efficiency, equity/ security , * 

stability, growth) , tS, 19, 20,- 21, 22 

/ 

4.2 system performance , ^ . 

4 1 

- ,4.21 allocative efficiency 25, 26, 27, 49 

4.3 role of government 23 " 

4.3> externalities * 24 

5.0 Economic Performance: 'Measures and 
• Dimensions* ' 

5.1 stati-stical concepts , ' x " 

5.11 amounts, rates', index numbers ^ .28 
5.-12 xeal versus nominal values 29; '30 

" 5.2 production, employment, income, - 

^ ^ prices - - ' ' 

' 5.21 labor force ' 31 , 33 , . 

"5.^21 grQSS natiorial prpduct and , ' . 

net national product 32 

5-.3 income distribution . -48 



APPENDIX D : A MATRIX OF PROPOSED BEHAVIORAL OBJECTIVES, 'MAJQR TOPICS ' 
4.. AND .CONCEPTS. AND TEST ITEM NUMBERS FROM A DEVELOPMEfitAL ' 
. v^n^ERSTON OF A TEST FOR A PROGRAM IN FREE ENTERPRISE EDUCATION 
/ . \ CONSISTENT WITH THE INTENT OF TEXAS HOUSE BILL 1118 • 
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TOPICS 



BEHAVIORAL 
OBJECTIVES 



MAJOR 
CONCEPTS 



nr TEST 
20" ITEM- 



NUMBERS 



A MATRIX QF PRdPOSED BEHAVIORAL OBJECTIVES, ' 
. MAJOR TOPICS AND CONCEPTS. A'ND TESY ITEM NUMBERS / 
' FROM A DEVELOf*MEN.TAL VERSION OF A TEST FOR A PROGRAM 
jN FpEE ENTERPRISE EDUCATION CONSISTENT WITH THE INTENT OF 
TEXAS HOUSE gILL 1118 ^ - • 



The Economic Problem 



— n — ^ — — 

Each student will point out centraf 
features of the "economic problem." 

Each student will define ai)d describe 
' relationships existing between 'the con- 
cepts "scarcity"- arid "opportunity cos4:." 



natural resources 
human resources 
cap.ital resources 
scarcity ^ 
choice 

opportunity costs 
trade-offs 



- Free 'Enterprise apd the 



Economic Problem 



^ch student will describe* producer and 
consumer iAc^ntives in a free market 
efono^y. 

** ' ' ' 

Each student •will describe the operation 
of the "market mechanism." 

Each stu.dent will identify effects of 
profits aqd loss'es in a .free market 
economy. ^ 

Each student will point out the scope and 
.function" of property rights ir\ a free 
market economy . , ' * , ^ 



Incentjves ' . ' ' 
producer incentives 
consumer tncentives - 

^market mechanism 
resource allocation 

* prices ^ 
competition 

■ circular flow of incpme 
profits and losses'^ ^ 
property rlfhts 
limited government 



1. 2, 3; 6, 7, 
37, 43 



4,, 5, 8, 9, lO; 1.1, 12, 13, 14, 
34, 35, 36, 38, 42.- , 



TOPICS 



BEHAVIORAL 
OBJECTIVES 



MAJOR 
CONCEPTS, 



TESJ 
ITEM 
NUMBERS 



Supt^1y> Demand, Markets 
' and Prices ' 



Each studfnt'will define: the concepts 
"supply" aind "demand" and describe 
how changing relationships betwe^en 
supply and demand affei^t prices. 

Each stgdent -will' describe the role 
of prtc^s in a free marRet economy.. 

Each student wilt^descrlfce valua- 
bles that.tio to^^etber to define a 
5- "market structure.'* 



market 

supply and demand 
shortage 

surplus - v 

market structure 

**other things being equal" 



Evaluation of ,th6 ^ree 
Enterprise Systerii , . 



Each studen^ will compare and conirast 
economic systems in terms of their 
"al locative. effici^c^." • 

Each student will explain how alterna- 
tive priorities among goals of society 
ISay affect the nature of a given eco- 
nomic sjjttem. 



' Each student will evaluate the impact' of 
1 governmental ^'ntervention in the private 



seel 



goals of society 
system performance 
al locative efficiency 
role of governinent 
externalities 



15, 16, 17, 39, 40, 41,' 
44, 45, 46; 47, 50 



18, 19, 20, 21, 22, 23, 
24, 25, 26, 27, 49 



00 



TOPICS 



BEHAVIORAL 
OBJECTIVES 



. MAJOR 
CONCEPTS 



TEST ITEM 
NUMBERS 



Each studerli: 
"labor force 
"unemployment 



Economic Performance: 



Measures and- Dimensions 



will define the concepts 
" "full employment," and 



Each student will identify ind .describe^ . 
measures of economic performance including 
"gross national product" and "net national 
product," 



Each student 
where inforrrati 
economic performan 



will fiame selected data sources 
on relating to measures of 
ce can be found. 



^Each student will identify, levels of recent 
rates of infjatidn and wUl describe the 
impact of boih inflation and deflation*on 
prices and purchasing pdwer.^ 



Each 'Student Will ^define ^and differentiate 
among the contepts "amount," "rate, ""index 
number," "real value," and "^ominal value.' 



amounts, rates! index nu)nbers, ^ 
real value's, nominal values, uroduction, 
employment!^ indojup^,, prices, labor forfe, 
gross nationaMproduct, net national pro- 
duct, income diktri bution 



28, 29, 30; 31 , 32, 33,:48 
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IN FREE ENTERPRISE EDUCATION 
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^TtST OF FREE ENTERPRISE Ui^DERStAND|NG' ' • 
fDevelopmental Version J. ' ^ 

Goods f*oduced by man's past efforts that-are available to produce 
other goods in the future are kniDwn as \- 

^. ' trust accumulation goods.. , 

' capital goods . ' ' . ' 

c. pre-assessed gqods . « 

d. competitive goods * - ' • 

Since wants. excee% 'avail able resources, people'^.' in deciding how 
to use these resoi4rces, are forced to , * 

abandon their wants. 

b. call on the government. * . 

c. make choices. * ' 

,d. call in their margins. ^ . > , ' 

When a decision is made to use a scarce resource in a certain 
way, something is given up. The term thH is used to describe • ^ 
what has been given up is ^ ' • ^ 

a. marginal resource. - ^ ^ 

b. opportunity cost". ' , ' 
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c. dichotomous expense^ 

d. » utility decline point. ^ . 

4. Which of the following statements most accurately describes the 
effect of individual- economic incfentTves on consumer behavior? 

a. Con suipers. reduce their desires to obtain total satisfaK;tion 
and accept^ the limited amount of goods they can afford. 

l>. Consumers allocate their limited incomes to maximize their 
total satisfaction. ^ 

c. Consumers increase theiV savings and refuse to buy good.s 
be^jUULthose they need for physical survival. 

d. individual consumers adjust their desires to that they 
are at the same level as tfvose of -every other consumer . 
in the society. . i / 

5., In the American ecgnoiny, the most important motivating force 
behind economic behavior is 

a. governmental action. i ' ^ 

b. 'individual economic 'incentives'. • 

c. collective incentives. 

d. central planning. ^ . 

. 2b 



\ 



Which of the' following statemervts is most consTsterit with the definition 
• of opportunity ebst?" : ' ' - - 

a. The cost'of opportunities , parallels shfits in negative demand curve 
[ra^tios. , : • . . . ' ^ 

b;| T»i6. cost of any act chosen is eTqual to the .cost of any oth^r^act) * 
.vgiven up as a res.ult of that choice. : ' ' ' 

c. Costs reflect entry- level ^surcharges that occur when busine'sses 
are first opened ^ . * , . 

d; Costs reflect philogenous variables, whereas 'prices reflect protagerio 
variables. 

Costs , ' V ' • / 

a. . are always, measured in' terms of money, ' - 

b. may include things other than monetary costs. 

c. never incliide mqnetary considerations. . * 

d. , always exceed residuals.. ^ " 

Producers ar^e encouraged to ujfe productive resources efficiently 
because of > « . - ^ ^ 

a. consumerism., " ' ^ 

b. egal itarianisijn. ' ^ 

c. competiti.on'. " ♦ 

d. government regulation. 

The conflict of interests between consumers-^ and producers is reconciled 
by the ^ . . ^ , ^ 

.a. Federal Reserve System. 

b. fiscal policies of the government. / ^ , ^jjfr 

c. -market mechanism. . * \ v ' ' 
dt rulings of^judiciail economic arbiters. 

In a competitive, market, adjuSt(jients in lirices serve to » • ♦ 

a. .^)locate resources toward us^most highly valued by ^ojciety.' 

b. ' allocate resources' inefficiently. - 

c. decrease .competition. ' ° ^ * 

d. cr^atev severe misali^nmerrts between, demands for goods and supplies, 
. of goods. • • ^ 



The^rineipal resource aril ocanon system of a fr^e enterprise economy is 

a. monetary 'pol icy. • 

b. fiscal j^olifcy. ^ * 'l-. * v 

c. markets and prices , 

d. regulatory miindites. ' J ^ ^ 



' ' 12, In one direction, there is a circular flow of money from business to 
^ * households in the form of income (salaries) and 'from households to 

business in the form of money spent for goods and services.- There is ~ 

- ^ also a flow in the opposite direction consisting'of 

0 *' 

a. product4ve resources and finished goods. 

b. business income and finished goods, * 

c. productive resources and. public expenditures . 

d. business income^ahd productive resources, 

13. ' Which one of the following pairs of characteristics is most closely 

associated with a free enterprise economy? 

' ' a, central planning / concern for etjuity, 

b, rights to private property/, belief in limiting governmental actfon 
, in the economic sphere. 

c, utilizing* fiscal policy tb prevent high unemployment^ bel ief in 
enlarging governmental action in ^he ecorvomic sphere. 

d, trati tion-mandated consumer decision-making/ concern foi^ stability. 

14. Business losses are signals from consumer's that are tikely to result in 

a, an increase, in proc^tion. ' ^ 

b, a decrease in production, 

c, no change in production. 
' ' ' * d, employment of additional^orkers, 

15. Which of the following beet 'describes the term "market" as it-^is used 



by economists? 
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^ Qesz, aescnbes the term market as it-^i 



a, a place where stocks and bonds ar$ traded in New. York. 

b. ' a place where . liquid assets, particularly cash and denjand deposits, 
are held in escrow. ^ , 

schcinism which facilitates exchange among buyers and tellers 
joodS, services, and productive resources. 

)uildinfl where^ retailers and purchasers come together for ^ 
* the purposes of "resources exchange. N " ^ 

' - ) 

16.. TJie'totals of all individual decisions to buy or^sell in a marke^t 
can be. represented by ^ 

a. independently elastic volume curves. • 

b. discouht and rediscount. ' ^ • * ; 
\ c. .schedules of 'supply and demand. . • 

d* margin costs and maximal ut^.^i ty'^ratios. ^ * y/ 
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17. When a shortage exists ^>r^ free market, we can conclude 

a. that the current price is higher than the equil ibri urn price. 

b. that the current price is lower than the equilibrium price. 

c. that the current price is equal to the equilibrium price. 

^ 4. nothing abou^ the current price and its relation to the eciuilibrium price. 

T8. Freedom. of enterprise refers to all pf'the fbllowing except : 

a. businesses freejdom to acquire resources they desire and for which 
they are able to pay. * - 

b. businesses' vfrtedom to' secure governmental regulation of "unfair" ^ 
competition. . . _ - 

, c. businesses' freedom to produce any product and offer it for sale 
at any price they desire. < 

„d. businesses' fre^'om to invest in any way they please. 

19. Freedom of individual choice refers to all of the following except : 

a. individuals' freedom to accept any job^subject only to the 

limitations of their abilities. . ^ 

^. individuals' freedom to quit any job. ■< < 

^- 

c. individuals freedom to use their own resources subject to no 

restraifits whatever. ^ 

, ' I, 

d. , .individuals* freedom to buy any goods subject only to constraints 
^ of t-heir own budgets . 



20. The-concept of "technical efficiency" refers' ta which^^ the following? 

a. distributing large numbers of goods to promote the highest social 
good in acTcordance with regulati||n$ of the government that set 
prices low. T . > 

allocating resources to- achieve the maximum possible "oatput" 
for each unit of "input. "^ 

t. using ]arge numbers of modeTlatejy paid workers^ to produce goods 
< - rather than small numbers of highly paid workers. 

. d. allocating resources in such a way that- the total value of goods ' 
. is regulated by a centre^ planning authority. 

21 . / "Economic stability" commonly'refers to both ^ . 

a. prices and jdernhndr i • * 

b. .. employment and wages. . / * ^ 
C.^ prices and employmffrvtr ' ^ , . . 

d. empToymeht and jd^and.^ ^ 

22. Economic growth- results^ when there is an increase Jn 
a. total nomjnal dollar wacffes paid- to workers.. 




b. total npminal dollar value of products produced. , j 

c. per tapita output of the economy in "real" dollars/ 

d. . tbtal: face value of nwney in circulation. 
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23. Free enterprise advocates a limited role for government in the • 
^ economy so as to 

a. protect individual freedom, 

b. guarantee price stability / 

. , c. HiQualize distribution of goods produced, ' 

d. erasure increases in per capita economic output thro'u^h federal planning. 

. • 24. 'lExternalities" refer to 

a. both costs and^ 'benefits of production not registered in the market 
V . place. ' • 

. . ' b.^ costs firms pay for materials in addition to those incurred for 

raw materials. , ' , ^ ^ 

c^ cost t^ictors associated with resouce location as opposed to - 
^source transformation. ^ -> 

• ^ 

d; regulatory activities of federal agencies. 

25. The free enterprise system automatically eneourages 

a. technical efficiency, but not economic efficiency. 

b. technical efficiency and economic efficiency- 

( c. economic efficiency, but not technical efficiency. 

d. economic ineff iciency**** ^ ' ^ 

V ' * ' ' ' * , ' 

26. * Because of "externalities," tfie free market system 

a. . may not achieve the optimum level of production of public * 

' or social goods. ' . ' 

b. never] overproduces any commodities.. 

c. assures tiwt each household receives an equal allocation of 
^ . resources^,. 

^ d. "Hepentts on the government to identify items in short supply. 

' 27. If efficiency can be achieved- only through large scale production, , one 

consequence may be ^ • * , 

a; . a tendency for coiflpetition to increase because more fir1ni*<^ 

lik(5ly to go into prodtiction. / , 

b. a tendency for a smaller'l^otal. number of firms each to acquire 
a smaller total percentage of market powjer. 

c. a tendency for there to be less competi^tion anrong firms and 
greater market power for each. ' * ' ^ 

d. - an elimination of governmental interest in business regulation. 

" . . 28. Inflation is expressed as * - ^ 

a. an amount: 

b. a rate. ' *^ ^ 

% ■ ' 

c. a combination of an amoun t f nd a rate. 

d. neither an amount nor a rate . 
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29. In economics, the "real" value of an item refers to 



•a', its intrinsic value fn terms of its worth in 'e>^anqe for another 
* . . item. ; • ^ 

b. the numerical value -that, has been 'attached to. the item. '* 

c. what the government says the item is worth. now. ^ 

d. ,iSfhat the, government says the item was worth 'when tt was first produced 

30. In e^^noiHcs , *the "nominal" value bf a.n item refers to 

.a. the ndmerical value (perhaps the price in dollars^ -^attached 
^ * to the ite^. 

b. a% unchanging instrinsic value attached to"^ the item. 

c. the name or nom num given tQ the item. • 

d. the fixed, value attached t« ^ch unit of an item tKat^-emains 

unchanged over time. 

«> * 

31. The ^"labor force" include,s • • 

a. those '16 Ind older whp are able to work. ^ . ^ 

b. those 16 and older who are willing to work. , - . * 

c. those^l6 and older who are willing and able to work. 

d. those 16 and older wh(V are currentlyj^orkipgV 

^ 32. "Net National Product" is defined as ^ * , ' 

a. Gross National Product minus depreciation. 

b. Gross National Pifoduct plus deRreciatton. ^ 

c. National^ Income^ minys .depreciation. ' , • 

d. National Inconrfe plus" depreciation. * # ^ 

33. Mabel Smith ,, trained as a teacher is rr\arried and choose? tq stay 
home with her two pre-school children, Ronald Allen > a'^21 year-old 
engineering student, this fall is taking a full Joad of courses at 
the state university. James Jehnson has graduated from college and 
is looking for a position in his major filed, accounting. . - 

Which of "these, individuals i^ (are) part of the "labor force?" 
. 'a; all three. ' * 

b. , Mabel Smith and James Johnson. ' , ^ * - 

♦ c. Jamfes Johnson. * , 

d, Ronald Al len. ^ . ' ' ' / ^ 

34. The stronger the property rights are, . - ' ' 

. J ' _ . ' ' * ' 

a. the greater the power of government. ^ * 

1' . - ^ . ' 

'b. the more limited the power of government. * 

/ . c. the more centralized the ecdnomy. 

d. the more regulated is busines's. • • ' • 

er|c • . ' 31: ^ • . . 
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35. Basic to the. prlncipl^^pf "rjght to property" are individuals righj:s to 

a. decide the use of property and to transfer rights of HDroperty. 
" b. decide the usfe ofrprop^rty but not to transfer rights of property. 

c. transfer riahts of pr^operty but not to decide the use of property, 
-d. deny property nights of others. 

36. Private property rights ^ 

^ ' a. result in owners lacking incentives to concer\ve on resouce use. 

b. result in owners having incentives to conserve on resource use. 
, c. result in qwners exploiting resources^ irresponsibly. 

d. prompf owners to util ize .scarce resources quicly to take advantage 
of tiigh prites. ^ • ' / ' , 

37. A good is "scarce" when ^ ^ . ' , ^ 

. a. .the' total sitpply available in a given year is much reduced ffcJm the 
total supply available during the previojus year. 

-"^b. there is hpt enough lavailable" for an individual to have all he 
wants^ without sacrificing something elae he wants. 

c. the government includes it on the official "scarce commodities" 
list. ^ . , , 

d. -it can, be had in desired quantities Wtth no sacrifice of othec 
desired goods.' • ^ ^ 

38. Competition, a. condition that is not unique to the free enterprise . 
sy3t?em,. results because of - ' ' * 

' a. natural combativerves\ of human beings. <^ 

b. ,a natural law mandating equal distribution Of reso«rces.^ 

c. scarcity inr a multi-person world. • 

d. needs for competitive affiliation- 

39. An "effective want"* is characterized by 

a. a simple verbalized expression of desire for a given item. 

b. a willingness to commit resources to satisfy a desire" for a given item 

c, a desire, for a useful item*. / • ' 

d, a xlesire for a given ftem that, .in .turn, can satisfy other wants. 

40'.^ "Demand" measures only 

a. effective want^. 

b. * descriptive^wants. 

c' parsimonious wants. , * ^ 

d. prescriptive wants. 
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Analyses of changes in price movement from one market equilibrium 
io another resulting 'from a change in demand assume that 

a^. Net National Product always exceeds Gross NationaVProduct. 

b. ^ aril other things are equal. 

c. inflation assures growth in "real" purchasing power. 

d. results will always reflect economic ^owth. 

Competition results in all of the following except : 

a- diffusing buyers and seller so that the actions of no single 
individual will significantly influenc#the price of^a product. 

dispersing ecoownic power.- 

assuring that wants of each individual willbe met. 
preventing individuals from manipulating the market. ^ 



b. 
c. 
d. 



There is a seldom-occurring compound in nature known as derma torum . 
It has no known use. The total world supply is estimated to be less . 
than two metric tons. 

In 1961, a little-known San Francisco rock grpup, The Doleful 
Peanut Butter ,^ recorded a song entitled Pineapple Panache . This song 
has* become a highly prized collectors* item that is much in favor 
among the hundreds of fans of The Doleful Peanut Butter. 'Only one 
tbousar\d. copies of Pineapple Pinache werfe released. ' 

Which of the following statements accurately describes the scarcity 
of dermatorum and of 'the Pineapple Panache >^cording? 

Both dermatorum and the Pineapple Panache Xecord are scarce. 

Only the dermatorum - is scarce. 

Only the Pineapple Panache record is scarce. 

Neither the dermatorum nor the Pineapple Panache record is sca-rce. 



c. 
d. 
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In economics, the "Law of Demand" says that 

a. the poWer of demand esceeds that of supply' in determining 

market prices. ^ ^ : - ) 

b. as price increases, the quantity demanded increases and vice versa. 

c. as price increases, the quantity jdemahded decreases and vice versa. 

d. profits ar6*controlled exclusively by product demand. 

45. In a competitive labor market for elevator operators, assume an equilibrium 
'wage rate of $2.00 per hour. If tomorrow, the government sets, a minimum 
wage rate of $2.50 per hour, we should expect 

a. the wage rateHo rise to $2.50 and the number of people employed 
as elevator operators to increase. % 

b. the wage^ rate to rise to $2.50 and the number. pf people employed as 
elevator^ operators, to be exactly equal to the n^umber seeking such jobs. 

C. the wage rate to rise to $2.50 and the number of people employed as 
elevator- operators to Remain unchanged.' 

' d. the wage rate to rise to $2.50, the number wanting to work as elevator 
operators to rise, but %he number actual^ly so employed to decline.^ 

, ■ ' , . . . 3^3 ' 



46. The ovi^iill level of real-iftiges in- the United States- 'is basically 
'a function of . ^ ^ * - 

a. the level of productivity in the\economy. 

b. the minimfim wage rate. 

c. .the rate of inflation. 



d. the extent to which the government regulates the rate. of 
price change and thre extent of technological progress. 



47. The tenm "market structure" refers to / 

a. tlj|e number and arrangement of buildings used by the indlvidjual 

*b. the adminis^trati ve chain of authority wf^hin a given business. 

c, the degree of competition among producers in a given market. , 

d. the entire scaling of economic insitutions from small credit 
organizations, to large regional banks, and, finally, to the 
Federal Reserve System itself. 



48. An income tax is "progressive" if 

the tax rate goes up as income goes down, 
b. ' the percentage of .income paid as taxes-^ increases as income increases. 



c. the percentage of inconle paid as taxes is the same regardless of 
the size of income. ' \ ' 

d. the tax rate goes down a§ income goes up. 



49. The maximum marginal tax rate on "earned" personal income currently is 

•* » 

a. 35 percent. ^ • * ' 

b. 40 percent , . . 

c. 50 percent . ' . - 

d. 70 percent . ' 

50. In the United States, the kind of business arrangement tll^t (Characterizes 
the largest numbet- of businesses the . 

a\ cooperative. ' ' - 

' b. partnership. ' , 

c. proprietorship. 

d. corporation. 
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\jt Test of Free Enterprise^ Understanding 
(Developmental VersiQn) 



ITEM CORRECT RESPONSE 
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